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Circumstances Affecting Cash 
" C I R C U M S T A N C E S surrounding the than any other one thing. Observing much 
particular case" perhaps have had a of present-day accountancy practice, it is 
more profound influence on legal decisions not difficult to believe that the circum-
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stances of cases have had less to do with 
deciding audit procedure than has anything 
else. 
The judicial mind seeks all the facts; 
all the circumstances. It applies the law. 
The result is a decision. The legal pro-
fession has come to have almost reverent 
regard for circumstances which may give 
an entirely unforeseen slant to some case. 
Many a decision, doubtless, has been 
influenced to a marked degree by the 
light which the circumstances shed on the 
case. 
The accountancy profession may take a 
leaf out of the book of its elder brother, 
especially in the principle of making de-
cisions and subsequent procedure depend 
on circumstances. Some of the pioneers 
in the accountancy profession are well 
known for their practice and advocacy of 
these principles. But they have also gone 
so far as to argue for the futility of trying 
to make rules or codify methods. This 
has been on the ground that the approp-
riate methods in a given case could never 
be determined in advance; hence, it is 
useless to prescribe methods. 
The fallacy of this reasoning has its 
analogy also in the legal field. It would be 
as senseless to advance the argument that 
because it will not be known in advance 
what kind of offense a judge will have to 
pass on in each case, it is useless to make 
laws prescribing penalties for various 
offenses. The judge should decide after 
hearing the case whether or not the ac-
cused is guilty of the charge. If he is 
guilty, the judge may fix the penalty 
according to his own judgment. The re-
sulting chaos may be left to the imagina-
tion. 
Somewhat the same chaos actually 
exists in the accountancy profession. In-
dividuals have been left largely to their 
own intelligence and the devices and de-
sires of their own consciousness in deter-
mining what to do in each particular 
engagement. The result has been not 
only highly diversified treatment but 
methods which have fallen far short of the 
efficiency which has reasonably been ex-
pected of the profession. 
With some progress being made in 
emerging from the chaos by means of 
standard methods of procedure, constant 
thought is required in the application of 
methods. To the other essential qualities 
in a high-grade accountant there should 
be added "a fine sense of discrimination in 
the selection and application of methods." 
Some of the blunders which an accountant 
might make through wrong selection or 
application may be likened to those of a 
judge if he were to sentence a sneak thief 
to capital punishment. 
A case in point is the verification of cash. 
Probably no other phase of audit pro-
cedure has been less influenced by the cir-
cumstances surrounding each particular 
engagement than the count of cash and 
the verification of bank balances. Yet 
there is probably no other feature of an 
audit more susceptible to diversification 
of methods as circumstances vary. 
Any one of a number of different factors 
may influence the procedure in verifying 
cash: amount and location of cash funds; 
methods used in handling cash; time of 
examination in relation to the period 
audited; necessity for surprise; and sys-
tems of control and internal check in force 
—to mention only a few of the many that 
might be cited. 
If the amount of cash in the custody of 
any one individual is small, so that any 
part thereof would be of no practical use 
to anyone else, it is immaterial when 
count is made. The time selected would 
be that most convenient. A small fund 
would be counted in detail, and vouchers, 
if any, listed individually. If, on the 
other hand, large amounts of cash are in-
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volved, some thought must be given to 
time and method of verification. It might 
be desirable to defer count until the work-
ings of the system in force are fully under-
stood. If cash is segregated into a large 
number of funds, a time must be selected 
when simultaneous verification can be 
made, in order to preclude the possibility 
of concealing a shortage by a transfer of 
cash from an audited fund to an unaudited 
fund. The methods used in verifying a 
small fund might be ridiculous when ap-
plied to a large fund. Consequently, in 
the latter case, a test count might be 
sufficient. Vouchers, under such circum-
stances, might be grouped according to 
classes of expenditures, and not listed 
individually. 
The cash system of the concern under 
audit has a bearing on the question of 
verification. An open fund—one where 
cash in hand is merged with cash on de-
posit—should be completely cut off during 
count. The count of cash in hand should 
be synchronized with the verification and 
confirmation of bank balances. On the 
other hand, it may be unnecessary to seal 
or otherwise control an imprest fund kept 
at a location so remote as to preclude the 
possibility of a part thereof being trans-
ferred to another fund. A fund temporarily 
including receipts should be counted, if 
practicable, at a time when the receipts 
are at their lowest point. 
The element of surprise has a decided 
influence on the cash count. While in 
some cases the necessity for surprise may 
be small in comparison with other factors, 
in others it may be highly desirable that 
the custodian of cash funds be taken un-
awares. A shortage intended to be covered 
by temporary introduction of currency at 
time of count, probably would not be de-
tected except by counting the fund at a 
time when the custodian least expected, 
and was unprepared to cover immediately. 
In cases where there is suspicion, or where 
the conditions surrounding a fund are such 
as to render abstraction! easy, the desira-
bility of surprising the custodian should 
take precedence over all other considera-
tions in fixing the time for the cash count. 
The extent to which it is necessary to 
go in auditing petty vouchers disclosed by 
cash count depends on the number and 
amount, and on the procedure of the client 
with respect thereto. A small number of 
properly supported vouchers would not 
require the attention devoted to a larger 
number, some perhaps irregular. The 
same applies to checks in the cash count. 
It would be foolish to apply the same 
methods to a small number of checks, or 
checks small in amount, all apparently 
received from customers, and to a large 
number of checks, or checks large in 
amount, found in a fund where the cashier 
has a free hand in cashing checks for out-
siders or others. 
The nature of the internal control ex-
ercised over a cashier, or the lack of an 
adequate system of internal check, affects 
the scope of verification. If a custodian 
is so located, assigned to duty, or restricted 
through internal control that he cannot 
make his cash available to other persons 
and other cash is not accessible to him, it 
is immaterial when his cash is counted. 
It is unnecessary to make an effort to 
synchronize count of his fund with verifi-
cation of bank balances, or with counts of 
other funds. If, on the contrary, these 
specifications do not apply, it is vital to 
the discovery of a shortage that all cash 
be verified simultaneously. In a hotel, 
for example, one cashier might conceal a 
shortage by borrowing from another, un-
less all funds were brought to a central 
point to be counted, or were sealed as 
counted at different points, or were counted 
simultaneously by different individuals. 
Where a cashier has access to cash on 
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deposit as well as to cash in hand, both 
should be verified at the same time. Where 
such cashier receives cancelled checks and 
makes bank reconciliations, greater care 
should be exercised in respect of such can-
celled checks. There are possibilities of 
alteration and forged endorsements. There 
may be reason to examine in detail the 
dates on which the checks were paid by the 
bank, in relation to the dates of the checks. 
For example, a cashier might have con-
cealed a shortage at December 31 by 
obtaining a check returned on February 1, 
but outstanding at December 31, and in-
cluding such check with the checks regu-
larly returned at December 31, thereby 
reducing the outstanding checks in the 
reconcilement of the latter date. 
The ways of misappropriating cash are 
legion, differing with the ingenuity of the 
defaulter, and with the opportunities 
available to him for committing fraud. 
While instances might be compounded 
indefinitely, enough probably has been 
said to demonstrate the futility of attempt-
ing to detect every shortage by the same 
rule, without regard for the circumstances 
in the case. 
